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AFGHANISTAN:
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' Shevardnadze Again Vigiting Kabut

~ last week, First Deputy Foreign Minister Vorontsov showed great ST
" interest in the creation of an Afghan consultative council or shura—to -

Include “‘good Muslims'* from the regime—as a means to establisha ~.
* follow-on.government. The Soviets and Kabul may offer a list of - o Y
-'candldate's”‘for such a meeting (i G _ ‘ C G" 3

* Itis less likely that Moscow and Kapul would announce a government

.‘certainly be cqncefhei‘ that such moves might further damage party ‘

Soviet Foreign Minister Shevardnadze's visit to Kabul—he _
arrived yesterday-—probably is intended to coordinate with =~ o
Afghan President Najibullah the final phase of the Soviet troop . .
withdrawal. ; : ' : ' '

Shevardnadze went to Kabul a year ago, before Moscow's 8 February
statement announcing its plans to withdraw: he ‘was there again:in
August as the first phase of the withdrawal-was ‘nearing completion. - - .-
Meanwhile, Soviet Deputy Defense Minister Shabanov declared at a
press conference in Moscow yesterday that the Soviets would honor R
their commitment under the Geneva Accords to be out of Afghanistan -~ -~ - ... ...

by 15 February. # N Shabanov sald the . - . . - .
second stage of the withdrawal would start soonw : : U 8— 3

. _ Shevardnadze's trip probably is also intended to show . I ‘
Moscow's continuing support for its client in Kabul, especially after . ) |
the failed negotiations with the.resistance in Islamabad last week and T : !
as Soviet troops withdraw. But, while bucking up regime morale for . ‘

the hard days ‘ahead, he almost certainly is cautioning Najibullah and 77~ = oo 7 ;
the ruling party that factional infighting would threaten the regime's . o 6:{3 !
remaining hold oh power] v : o S no o

The-Sbviets_presumaBly"héve few I,I_Lusionséboﬁt the chances fora-
_favorable political settlement at this.Iaté date but, with Kabut, might

try one more political gambit to entice .the resistance back to.the =~ - X
negotiating table or, failing that, to seize the propaganda high ground
for the final weeks: In his talks with the Pakistanls and the Insurgents’ -~ -

reshuffle that would further diminish the ruling party’s presence-and. = - - o O
rename It, as has been rumored in Kabul, or-offer Najibullah’s - . SEL e e .
"resignation. The resistance has rejected such offers as disirigenuous

and would do so:again. And Moscow and Kabul 'would almost

unity and morale.
Shabanov;s, comments may signal an end t6 the press blackout the:
Soviets hgve’/béen maintaining on their withdrawal activities. Political -
. spokesmgn like Vorontsov, however, may continue to threaten
nonadherence to the Geneva Accords in last-ditch attempts to-push
Pakistan apd theé ‘resistance into.:. political setitlement.% ,




ALGERIA: * Infusion.of Aid Buys Tlme ' o =

Algerra has rece:ved more !han $2 brllron in grants, concessronal o .
: loans, and trade credits since the riots in October, givirg Aigiers™ "~
’ - o . a falr chance of uddl:ng lhrough this year wlthout reschedulmg 3‘ 3
. Its forelgn debt.",

says the Kuwalt Investment Authorlty also has del V red a.
$100 mllllon .grant.

Among West European creditors France this: week agreed o provnde L 7
$1 biliion over three years-—much of it tied to. speclflc pro;ects—-and o
italy extended a’$320 million, three-vear aid

Gl ',showdown ‘with international credltors to whom' Alglersowes more
: : ) i " .than $5 billion in debt payments this year, but: may wéaken the .-
R B ) .~ government's resolve to press ahead with politically sensitive -
: ’ ' © .~ economic reforms. The aid accord with France and the pending . v
- settlement of the longstanding trade dispute over natural gas - . N -
' - prices reflect asignificant warming of relatione oo I N S »-3




AFGHANISTAN: Resistance Sets Shura Date ‘

Alliance members have rezched agreement to hold their -
long-postponed shura (gonsultative council) on 1 February; sepamiiime: -
RN ’ WK The shura is being held 1o establish -

N a supreme council and a transitional government. The agreement

DL . - reaffirmed that “*good Muslims" from the*Kabul regime can be :

oo included in the shura, but it did not provide any method forinvolving . Lot
them. The eight Tehran-based Shia groups have refused to sign the « . - =on
agreement because they were offered, only 12 percent of the ’

480 seats in the fhum——well telow the 25 percent. they demahded.
"An alliance delegdtion that left for Tehran yesterday will meet with

Iranian officials and han Shias to discuss Shia representa

. -

Many contentious issues remain to be solved, including = = - 5.3
where to hoid the shura and whether former King Zahir Shah is to ' h
have a role in the transitional government. Several alliance members
. had opposed giving the Shias even asmany seats as theygot andare = =
unlikely to offer them more. Pakistan, which is. increasingly concerned . . !
about its diminishing influence with the insurgerits, will be encouraged '
that prospects for convening the shura are improving, and with. them
. _ltschances for influence in Afghanistan after the Kabul regime falls.




‘.Téﬁ ;re: [ﬂﬁ

. 14 January"1989




B

. . : ‘:. ) ‘ g
o b(M)b@E) ~
." / ; ] “-
" o8 Secret |7, ® e
« 5 "' Javua{Y ‘gg v T










b(1) |

FRANCE: Lef-_ti_s.t‘sﬂ'Agr'ge;'oh 'E‘iéciioﬁ"SIr‘atggy _ A B

The Socialist and Communist Parties have formed an alliance - mE
for the municipal elections in March g8 i o

. The Communists reportedly promised not to vote with the rightto -~
overturn the Socialist government during the termof the National .

- Assembly{fi§ 'bg AR T

e d ,ﬂg_‘a agreement emphasizes the mutual dependence. = - = M
of the two leftist.blocs. Despite speculation about Socialist-centrist
_'cooperatio’n..the'Communists are a mych more-dependabie partner
- for the Socialists. The Communists' sugport of public-sector strikes
* last fall and their-failure to back a Socialist: budget bill last month -
reminded the Socialists that the Communists‘are .a force with which
- 'the government-must reckon. The alliance probably will help the leftist
parties—especially the Communists —retain some municipal power
bases; the. Communists' electoral fortunes have declined in recent

national elections. The alliance will also diminish Socialist lossesthat

-

- the right might claim are evidence of public dissatisfaction with Prime
_ Minister/R,oc;; . goyernmentm b>. .

- | L Lo |5
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that he regards ans to ‘begin television broadcasts+
a serious provocation and ‘that-he intends-to retaliate. Cuba’s Justice -
Minister said earlier this month that TV Marti would put possnble )

- bilateral cooeranon in other areas includmg drA g, nterdlctlon. m

that Radio Martl, Wh 'egan 0 erations in ’1985 ‘has a 1arge gk
d:vnrse and loyal followlng.“._, _ i
' b 3 «Cuban leaders are partlcularly concemed because of:

: Radio Marti's success, and ‘their threats aré’intended to dlscourage
US plans to begin television broadcasts: Havana probably also views
the‘issue as a testof the new.US administration’s policy toward Cuba.
Initially, Havana would be likely to jam the broadcasts—a.step within
its capabilities—and the Cubans might also-seek to disrupt some
medium wave radiobroadcasts in the US. Castro would be !ess--'

.inclined to suspend the bilateral emlgratlon -accord, as hedidin:=
response to the advent of ‘Radio Marti, because— e regime derlves
considerable beneﬁt from that agneemen : -

INTERNATIONAL' Payments ‘to IMF I.aaggmg

Overdue payments to the lMF fro-n member countnes contmue
" to.mount.‘As of 1 December, total .arrears to the IMF had reached :
. - arecord $3 5 billion, up '$1 billion from:the level In 1987. ‘Of the -
- v, 20 countues ‘overdue, 13 were delinquent by mote than a month. -
: . Elght of: them account for about 90 percént ‘of the total overdue’ and
have been declared ineligible by the IMF for additional loans— -
- Guyana, Liberia, Peru, Slerra Leone, Somaha Sudan Vletnam
andZambuM A e . :

o m Delmquent payments to the, IMF are becommg more -
frequent, and about half the approxlmately 125 countries that -

borrow ffom the Fund experienced some delay last year. {if this

situation continués, it will weaken the Fund's financial base-and o
undermine its key-role ln th_e}hu;d World debt strategymé‘







In Briet

Middie East

— Arab League meeting in Tunisia dea )
] committee to contact Lebanese parties .. . focused on Palestinian.
o . uprising in Israeli-held territory . .. promised more money and

strong international lobbying for Pélestinians.“ ’ﬁ o

It briefly with Lebanon, set up

— Car bomb exploded yesterday-in Beirut's
Hizbaillah-sponsored protest of intra-Shia fighting in Lebdnon . ..

- press says two Shia clerics among casualties . .
probably will accuse Amal despite its disavowal.

e b

DY

USSR yev today says hé endorses

— Former General Staff Chief Akhrome
‘announced unilateral Soviet troop cuts . . . probably trying to

- scotch reports of his opposition . .. also ¢laims new Bgafensive
doctrine, troop cuts wiil alléw reduction in defense spending. .-

— Gorbachev told Soviet 'agricul’__t"ur(econférence yesterday party.
meeting on agricultural reforms Postponed from February to

March ... comments by head of state 'agrolndustrial conhmi_ttéé

- East Asia .

i . — Tfoops used to quell unrest at China’s Daging oil jeld last month,
b ( wages, poor conditions . . first u

' civilians in several years, )

s o e T
o Sandinistas"approve_d‘marc_hTby Nicaraguan

. oppositiog tomorrow . . . first major opposition rally permitted

since July .. _violence not expecied, planning difficulties may . -
limit size. ' o S e

se ofvmili‘tary“_agaihst Chinese

o~

Americas

-Europe - Prime Minister Thatcher has said measures being taken against
) British firms supplying equipment for Libya's Rabta compiex . . .
lends support to US'calls for cutolf of foreign involvement'. ..
London reiterating desirgj_%; nonmilitary action.

& - . - | : ‘ . o | Toﬁmr:et‘ @3

14 danuary Y989

southérﬁ;SUburbs_during..,_::;.,A,.,, et

fundamentalists -+~ -

indicate reorganization of agricultural bureaucracy Iikély,”“ %3 o

.. protests continuing over low o CHIR
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o - Special Analysis '
A‘LEBANON’-SYRIA: . Damas_cus and‘thgrs ia Civil war

ebanon alone reportedly h:
-100"deaths ang-1 5,000 new refugees

" Amal has jost several key leade,

~ . WOrtiséthe to Amal is Syria'srece
. .Amal enjoys uitima*> pre
Syna*‘

- Syria’'s Ro_le

violence. Perhaps more .
‘more evenhanded treatment .-

Syria's efforts al mediation ang ils"ev_entual_intér'ventﬁ:‘ﬁm,BeIr‘ut's i
Southérn suburps last-spfing:to break up the Shia clasheas
On/ly, tem rari ¢

| ment, interr
he past'to coerc >




long been to keep all factions relatively equal, according to the US

Embassy in Beirut, and Damascus is not likel to allow either militia
to win ciear dominance over the other. .

63

Hostage Implications




s causes the emergence of mafra-type groups "

s

Concern About 'I\';condniic:Refoﬂrms Increasing B T T e e T e e

’ :"Two years ago I would say ‘We' wlll have success in perestroyka by. the year 2000 _and

- everyone said: ‘Abalkin? What a pessimist.” Now, | still say we will have : success 1
perestroyka by the year 2000, and they say, 'What an optlmlst AR

" — Leonid Abalkln Dlrector, Instltute;of 3
“‘the USSH Academy of Scuences. :

. we stlll do not seem to have the decislveness required for the most radical and 'ruc1al’,
'steps o .. - Lo

. ; Stanlslav Shatahn.
’_Sciences i

- .“We Simp'Y cannot possibly win the pnce{reform] campaign under the present condmons No-.. L FELL
“ matter how carefully the retail price ‘increase might ‘be prepared and explained:to the peoble, - - -
. no matter how much compensatlon wrll be pald to the consumer the ensulng sutuatlon would T
" :not satlsfy the majorlty o . : - :

"“T he absence of a normal market system .

.‘dlsto ts sociahsm, prompts speculatlon and

,.} — leolay Petrakov, Deputy Direc}or ‘Central
* .7 . -Mathématics and Economlcs lnstnute of the USSR '
Academy of Sclences. .."." :




‘'Special Analysis .

-

o

- The Soviet Couhéll of Ministers today will address‘t'he sjlﬂow',

- €Conomic reform would erode p,qblicﬁsuppor,t.for_,.pér_es._t_royk,_
" Itis not too late for the leadership to reaffirm Its commitment

. of reduce the production of unprofitable lower priced.goodswg

- ltalian newspaper this week that he and others believe the leadership .~ .~
. has a year or perhaps two to imprave the lot of consumers “before-.
. they rebel. : TN e

“Moscow, faced with growing consumer-concern, natlonalitylteﬁsl_on;i.'_
.- and problems in implementing polit’icat_reform;=has"‘ba<:'ktraéked»on_' T
- = pending economic reforms that could spur’inflation-or-negatively

.. affect the consumer: The linchpin of the entire program, reform of "

.- wholesale prices, is 'scheduled to begin next year but reportedly will.....

~ entail only a revision of price$ rather than a more flexible priclhg -
'~ mechanism. Changes in agricultural procurement prices that were to.

i .postpone

‘Council of Ministers To Discuss Economic Reforms . - -

progress-of reform and other economic problems. Faced with ™
growing popular restiveness, Moscow has backtracked on key. ... -.
economic reforms that wouls hurt the consumer and is relying.
primarily on resource reallocation to Increase consumer output.
General Secretary Gorbachev is apparently concerned that ~ "
‘the short-term economic costs of pushing ahead.too fast.on:

fo economic reform in order to achieve many of its goals for .-
the early 1990s, but time is running out. R,

Economic reform was already hampered by flawed legislation and .
bureaucratic resistance, and Soviet officials admit that thé réforms .
‘introduced last year produced no major breakthrough in-economic:
performance. The reforms worsened the position-of consumers as

wage reform contributed to the inflation that is reflected in;substantial .
price increases in-farm markets-and shortages:in state-stdres: el
Because™f the centrally administered price structure, . many .,
enterprises have used their new freedom to plan output to eliminate

-Soviét officials are concerned j"éb'odt,,“thé',groWlng'ihipjé ience amiong’ -
‘consumers for welfare improvements from -economicreform.: Former.-
Moscow party boss and candidate Politburo-member:Yel'tsin told an

Backtl‘ackiﬁg on Reforms . \— o ) IR S

be implé ,&édby 1 January 1991 reportedly -have -been‘deferred‘; =
and retail price reform scheduled for:the"same year has been R
indefinitely, 3 o - e

T Tlcontinued ¢ -z




- Soviet Economic BQ'O';’-T‘S‘: Status Report

. 'f'Réf§;m.‘

vself-financing N
Ce .'Plannlng-.

" Wholesale prices ™ .

Status

freedom to choose suppllers

- Retall j,f):iflce ~refo,rm .

" On schedule. but has not resulted in genulne ﬁnancnal ac;countablhty
- because implemented before prlce reform S e T

Ahead of schedule, but. crutlclzed fo ot'givin_gfenteriiri's?a's:jen_ough'

On- schedule except for ﬂgricultural procurement prlces but W|ll entall
price rewsxons rather ‘than’ changes In the pruce formation mechanism

Orlginally scheduled for 991 but postponed lndefmltely

. rSpurred by law on cooperatlves but stlll accounts for only small fractlon :
“of total goods and services: produced by state. Some activities were "

L <recently regulated ‘or prohiblted but t se measures affect few xistmg’

o eratlves

Tl : Ongmal leguslatlon recently llberallzed' ut key restrlctlons remaln. :




-+ autonomy in conducting foreign trade, and: ing ther
*shargs._' ot ST

The leadership continues to support thevdev‘elobn'ment of indeper\den?,

- cooperative businesses, many of which produce consumer goods and .

services. Soviet leadérs have, however, approved measures that will

restrict many of thése businesses in setting prices, because.of popular-- -~

resentment over price gouging. The leaders also ptan to invest more = - -
In housing, food processing, and lightiindustry this year.*Moscow has
tasked the defense industry.to assume a greater role.in the -~
production of consumer goods. Thig year's plan calls for the defense

inc.istry to improve the quality and increase the productionof =7 i T
. ‘consumer.goods and capital equipmet C ] T ) i

t for consumer-=related= .

Industries.:

Prospects

e leadershipan -

Today's Counclil of Minlsters ‘séssion provides e
mic reform: Moscow

opportunity to confront its problems with-econc
for disruptions, such as recent measures limiting the proportion of -
enterprise output determined-by Gosplan, increasing -enterprises

~ . may only be.willing, for now: ‘to push’reforms that.have fittle potential .-

To make major gains during the early 1990s, however, the | adership
must soon reaftfirm its commitment'to reforms in key areas like: =
wholesale pricing and planning that are needed to make enterprises
compete In search of profits. The chief of the Economics Institute, .

lanning and. management today, -‘byf 'gomoj_'_'row_,will_:_t_‘)‘g‘_]tg_o_:_'__

*  Leonid Abalkin, recently sald, ‘There is still time to.switch to the new  \ ..

form of
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Special Analysis

E " /CHINA: - Losing the Battle Against Inflation

- Retrenchment policies Beljing has adopted over the past five'

- : - months are not likely to do much to reduce urban inflation-in . : : o ‘
. 19889 from its current level of more than 30 percent, the highest.” =~ . -~ " " .~ i
. In nearly 40 years. Beljing will try to tighten enforcement of such - : - S

measures as ceilings on nonproductive Ihvestnient and spending.: -
for nonessential imports but will probably ease credit controls to -
keep enterprise earnings and tax revenues from dropping whil
Increasing subsidies to urban workers hurt by infiation. The
pursuit of such-contradictory policies is likely to sharpen ..
differences within the leadership and weaken further its ability -

to manage China's economic. problems.v

Infiation and the related problems of an overheated industrial sector -
“have led Beljing since August to take measures to curb consumer,’ R
investment, and government spending; limit exports of iters inshort "0 _-
supply; stimulate the production of scarce raw faterials and. ;" ¢ L
agricultural goods; and slow growth in the-money supply. These steps
- have not slowed the economy. QN R
. industrial production—up 18.8 percent in the four ‘quarter overd.~
year earlier'—.g@w at a faster rate lastthonth than in November. In‘art
. Unusually gloomy speech last month;the Finance Minister .annouriced
- -new tax hikes and tighter. budget controls to combat inflation.’ o
' - Meanwhlle, Beljing'has put-off ‘major price teforms for.two vears whilé

leaders try to bring inflation down to single digits. Wil

7| Halthearted Austerity Efforts .

Concerns about the repercussions of some policies have I&d Beijing '

= dw-avoid addressing some of the most serious causes of inflation— . . ° CoaT e |

excess cash'in théhands of consumers ahd out-of-control borrowin

. by state-owned factories.” Beijing recognizes. for'example, that .- v o0
feverish COnsumer*_spendlr_\_g is partly the resuit of rapid increasesin ...
wages and bonuses but has assured urbah*consumers that thelr - -
salarles and government subsidies will increase with rises in food

... . .'costs and rent. In what appears another move to mollify urban.. .-
. 'workers, .Beijing recently announced plans to increase the production
.~ of consumer goods, overturning a declsion announced in October to

- :slash state investment for consumer -goods factories. And, to protect - e

state-owned entérprises and keeﬁelr large work forces employed,™ -
Beljing has ordered that they be given priority acceSs to low-interest
{oans and raw“rnzéﬂé‘ts.*ﬁ _ e TTEELE e e

: 'Beijing'é failure to get ,tﬁé_/full cooperation of powerful brovincial T
. . and municipal leadeérs has also dealt seyere blows tq the austerity
. - program. {.ocal ‘ofﬂcialsvof.teﬁ:dvgrridgj,oan-»denials_and approve -
‘ ‘ . X . o . . 1':’ 4 N ) . .
C ' continued




" - aggregate production as well as demand ‘and mightlead 10°the: kmd

.. ‘however. the infusion of funds in 1988 will.k

L ‘wider budget and trade-deficits in 1989. But §fiff sees the positive -

nonessential construction projects. China's weak central bank,.
moreover, is unable tg control lending by the hundreds of new | R '
financial institutions that have sprung up in recent yearsﬂ:» o B3

- . BN
- . EEC .

‘ Lookmg Ahead

S Pressures to- resclnd tlght money policles will probably force Bel]mg
... 'to ease- controls this spring. China’s leaders fear that a stringent,
impartial -enforcement of thelr -austerity policies would risk cutting

- of low growth-high Inflation that.has.taken place in Poland and .-
- .Yugoslavia. They fear a drop In industrial’ product:on would cut stat
"~ revenues at a time of rising expenditures. At'the same time, Beuing
. 'has come under:intense criticism. from farmers for offering10Us:
" Instead of cash for their fall harvests ‘It recognizes that the move wln
‘reduce incentives to grow grain. and cut funds available for spring
. planting and that ‘higher-price wer ‘goods, and more widespread .-
use of ration coupons for foc nd consumer products would add to
urbari ‘discontent. Beljing thi “will probably need to 'provide credits -
for enterprises to sign.annual supply contracts and for peasants to .
buy seed and fertihz'

.Some'of Chma s most profitable ’Imemationally competmve S
‘enterprises like its rural textile'and garment factories will probably -:
see earnings decline sharply as ‘Beljing gives priority for.loans and
~raw materials to large-urban facilities. ‘As a result, China's trade_ : -,
deficit will widen, paralleling an increase in its domestic budget deflclt A
. ;as revenues dechne and subsidy payments increase. Although both -
- deficits will remain manageable, budgetary problems will keep Bei]lng\ i
.- from. ranslng grain prlces to the Ievel needed to stlmulate production -

Regardle\ss of what Be_l]ing doea over-the next few months, urban

.. inflation will not.dip' much below 30 percent this year. The anticipated .
_rollback ‘of credit restrictions waquldfunnel even more money into the - * .
economy and accelerate inflatiom-Even if controls remain in placeand . .~

. ‘growth in the money supply slows'in the second and third quarter,” - .

ep inflation at abouit its -

E ';;”current level for at Ieast the next yea

s

: grees that Bel]ing s efforts to cool‘the economyh'-' sl
~ and slow inflation are notdikely:to be fully successful and anticipates
effectsqpf }ajgh real GNR growth as, on balance, outweighing the
negatiye effects of the:nflation it engenders. #i# believes, moreover,
that th expecle,d rise in the trade deficit wili-have beneficialeffects as
. more goods will' be available for domesti¢ use. also believes that
~additional steb"s such as. ra;Stu‘Fg interest rates above the rate of <
inflation, can be tdkean the e(:onomy fails to cool sufficiently.




